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Since Argentina began talking about adopting the US dollar as its currency (see NotiSur, 1999-02-19,
1999-02-26), the idea has spread to Central America where many private and government
economists are looking to Panama, which already uses the dollar, as a model. With the example of
the recent adoption of the euro as the currency for the European Union (EU), Latin American states
are attracted to taking a shortcut to a monetary union by the simple expedient of using the dollar.
The economies of some countries are already closely linked to the dollar. A recent study showed
that immigrants living in the US sent dollar remittances to the Dominican Republic, El Salvador,
Guatemala, Colombia, and Mexico between 1978 and 1994 totaling US$41.6 billion, more than all US
aid to those countries.
In the Dominican Republic, families receiving money from abroad received 40% of their income
in this manner last year. Cuba and El Salvador are especially dependent on dollar remittances,
receiving upwards of US$1 billion annually (see NotiCen, 1996-03-07, 1998-03-05). One scholar
says immigrants, not governments, have been the "pioneers" in the dollarization trend. Manuel
Garcia, of the University of California at Irvine, says both immigration and dollarization "reflect the
abandonment of something national."
Arguments that dollarization is repugnant because it represents a loss of sovereignty weaken in the
face of the region's massive out-migrations driven by economic and political factors. For Argentina,
dollarization is a "priority of strategic importance," said Jorge Castro, head of strategic planning.
The International Monetary Fund (IMF) has said dollarization is viable in Argentina because
it already pegs the peso to the dollar. But the World Bank warned that dollarization is not for
everyone. Any country considering dollarization or fixed convertability should have ample reserves,
a budget surplus, and a competitive, well-regulated financial system, cautioned a World Bank
official.
And, in his semiannual testimony to the US Congress Feb. 24, Federal Reserve Board chairman Alan
Greenspan rejected out of hand the role of global firefighter for the US central bank. "Access to the
Fed window [for other nations] is nothing either we or our colleagues at Treasury think is a good
idea, and we would oppose it," said Greenspan.
Central American governments are not moving ahead rapidly with dollarization because they do not
want to see interest rates and inflation managed by the US Federal Reserve system. Nevertheless,
dollarization is being taken seriously. Costa Rica's Central Bank president Eduardo Lizano said
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no change was imminent in his country, but dollarization was under study. In a recent forum on
dollarization,
Costa Rican economist Bernal Jimenez said the chief advantages are the elimination of monetary
crises brought on by devaluation as happened in Mexico in 1994, Brazil in 1999, and Costa Rica
in the 1980s. Another advantage is the reduction in inflation and access to loans at lower interest
rates. Borrowers who secure loans in dollars would not have to worry about devaluation pushing up
the cost of credit. Jimenez said that, while dollarization would mean loss of control over monetary
policy, Costa Rican monetary policy has not been successful in eliminating inflation.
The countries in the region most interested in dollarization are El Salvador and Nicaragua. In
Nicaragua, economist Eduardo Montiel of the Instituto Centroamericano de Administracion de
Empresas (INCAE) said dollarization would not only reduce inflation but give Nicaragua the
economic stability it needs to attract investments.
The Central Bank would no longer be needed and the government would have no way to
manipulate exchange rates to favor exports, he said. Central Bank president Noel Ramirez agrees
that dollarization would eliminate high inflation but opposes the idea because the productive sectors
are not ready to compete in the dollar economy. Consumers would encounter higher prices in the
local market because costs would be dollarized, and many local producers would be unable to
acquire the capital to compete in the world market.
Without ignoring the problems dollarization presents, Montiel said the transition would be easier
than it appears since many aspects of the economy are already pegged to the dollar, including
commercial bank transactions, basic-service rates, and executive salaries. Cairo Amador of the
Camara de Industria de Nicaragua (CADIN) argued that the only short-term solution to protect
the economy from a world financial crisis is to maintain parity with the dollar. To do this, Amador
listed essential economic conditions, which Nicaragua has been unable to achieve for decades:
elimination of the fiscal deficit, reduction of imports, and increased exports. He called for a halt
in the government's policy of globalization, which has increased the fiscal deficit and made the
economic situation worse.
In El Salvador, where President Armando Calderon Sol first suggested dollarization in his 1995
presidential campaign, the government is sending mixed signals. Officials deny the government
has any intention of dollarizing but insist it could if it wanted to. While Economy Minister Eduardo
Zablah-Touche said the move could have negative effects, including a resurgence of inflation,
Treasury Minister Enrique Hinds said the economy is in a position to dollarize because it has
macroeconomic stability and surplus reserves. However, he told reporters that there is too little time
before the next administration takes over in June, so the decision will be left to the next president.

Panama becomes the model for a dollarized economy
For those studying dollarization, Panama has become a test case because it has used the currency
since 1849. A Panamanian banker said use of the dollar has given the country "low interest and
inflation rates, ample credit, and macroeconomic stability." Argentina President Carlos Saul Menem
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and his economic advisors reportedly studied Panama's experience closely. The presence of the
canal and the longtime presence of US military forces made the use of the dollar convenient.
In a 1987 study, Panamanian economist Gilberto Arias concluded that the reversion of the canal and
US properties to Panama at the end of 1999 will necessitate continuing the practice since canal tolls
will have to be collected in dollars. Any attempt to change the currency system "would cause an
incalculable economic and fiscal trauma," he said. Panama's Economy Minister Fernando Arambur
praised the Panamanian model as an efficient "adjustment mechanism" to lessen international
financial shocks such as the recent monetary crisis in Asia.
But he said dollarization should be linked to government policies and financial institutions. Milton
Ayon, president of the Asociacion Bancaria de Panama, said Panama's monetary and banking
system "has permitted an international financial integration unique on the continent." [Sources:
El Nuevo Herald (Miami), 02/07/99; El Panama America, 01/25/99, 01/27/99, 02/09/99; La Prensa
(Nicaragua), 02/09/99, 02/10/99, 02/12/99; La Nacion (Costa Rica), 01/25/99, 02/19/99; Notimex,
01/29/99, 02/12/99, 02/19/99]
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